CHAPTER XX
THE IMPLICATIONS OF REPARATION PAYMENTS FOR PRICES
UNDER AN INTERNATIONAL GOLD  STANDARD
§ 1. The purpose of this chapter is not constructive, but to
clear up a difficulty about prices that came under discussion
when the problem of German reparations was prominent in
the public mind. We suppose that Germany and the rest of
the world, as represented by America, are linked together by
an international gold standard. The cost of transport being
ignored, alike before and after reparation payments from
Germany to America have been undertaken, the gold price of
American goods is equal in the two countries, and so also is
the gold price of German goods. If, in consequence of repara-
tion payments, the real ratio of interchange is turned against
Germany, the gold price of German goods falls relatively to
the gold price of American goods : in the converse case the
opposite of this happens. So much is plain. But what will
befall the general price levels in the two countries cannot be
fully determined until the meaning of the term general price
level has been precisely defined.
§ 2. Let us first mean by it for each country the price
level in that country of the goods produced there — the index
number problem being evaded by the assumption that only
one sort of goods is being so produced, or, if there are many
sorts, that they are all always produced in the same pro-
portions. It follows that, should the price level in America
remain unchanged, the price level in Germany, when repara-
tions have to be paid, will be lowered or raised in the same
proportion as that in which the real ratio of interchange is
turned against Germany or in her favour. Since, as we have
seen, this real ratio is extremely unlikely to be turned in
Germany's favour, it is extremely unlikely that the general
price level there will rise; but it is not impossible for this to
happen.
§ 3. If the general price level in each country means the
price of the collection of goods (composite commodity) con-
sumed there before reparations began, or if it means the
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